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There is virtually unanimous agreement that interna-
tional investment is generally good—good for the econ-
omy of the country where the funds are invested, good 
for the country where the funds originate, good for the 
health of worldwide trade. 
Accountancy plays a highly important role in interna-
tional investment decisions and in the operation of the 
business enterprises created by such investments. As 
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such investments have grown, so have the problems of 
accountancy as it tries to cope with the differences in 
practice from country to country. There is a definite need 
for standardization of international accounting princi-
ples and practices. 
This troublesome subject has been under discussion 
for many years. Variods congresses of accountants have 
discussed it under a variety of titles. The unsolved prob-
lem has reached proportions undreamed of a few 
decades ago. 
When the United Kingdom was the chief exporter of 
capital, it was taken for granted that almost no account-
ing standards existed in most of the countries where 
capital investment generated new businesses. This came 
close to being a correct assumption. Even the first ac-
countants in the United States and Canada came from 
the British Isles. Thus, during the early days of interna-
tional business, there was standardization wherever 
British methods prevailed. 
The rapid growth of business in the United States, 
however, brought about changes in accounting philoso-
phies. Taxation in the United States evolved into a pat-
tern substantially different from that in the United King-
dom. This inevitably affected accounting policies. The 
LIFO method of inventory valuation emerged. Disclosure 
in published accounts was, to say the least, varied and 
open to considerable imagination. 
The profession went through an era in the twenties 
when it was general practice to write up the book values 
of properties to current replacement values—and even 
to use the resulting credit for absorbing accumulated 
operating losses. Then, in the thirties, a trend began to 
write them down again. 
The McKesson and Robbins case, which shook the 
profession to its core, resulted in the 1933 Securities 
Exchange Act and the creation of the S.E.C., which sub-
stantially influenced the way accountants would prepare 
future financial statements. 
A new stage of development began just before World 
War II when the cost of the war dried up the supply of 
British capital. The United States, immediately following 
the war, launched foreign investment programs of un-
precedented size. Suddenly representatives of U.S. com-
panies were turning up in every corner of the world to 
organize or acquire businesses. They were faced with 
different and contradictory accounting concepts, and 
some sort of standardization became essential. 
Harmonization vs. Standardization 
Although it may seem semantic nit-picking, one can 
get a better understanding of the need when it is viewed 
as "harmonization" rather than "standardization." It 
has been argued that since the United States is the 
largest industrial power in the world today, the leading 
financial center, and the source of the greatest propor-
tion of international investment capital, the United 
States' accounting practices should be adopted world-
wide across the board. 
The difficulty with this reasoning lies in the fact that 
the accounting philosophy and practices of any country 
have grown from—and therefore reflect—that country's 
cultural environment. Accounting in any country has 
evolved over a period of time and the evolution has been 
shaped by the business- attitudes and customs of the 
country as well as its tax system, laws and government 
regulations. 
Accounting has been called "the language of busi-
ness." There are a great many different verbal languages 
used throughout the world and, although fluency in 
English has become more widespread, no one expects 
the entire world to carry on its conversations, its corre-
spondence and its publishing in English. The same cir-
cumstances apply to the language of business. 
Likewise in accounting, one can run into the same 
difficulties encountered when a person converses in an 
adopted language in which he is not fluent. 
While it is true that U.S. accounting ideas have spread 
abroad and will continue to do so, it will be a long while, 
if ever, before they are "standard" in the real sense of 
that word. In any event, their wider acceptance could not 
be brought about by fiat any more than could a verbal 
world language. 
The great variety of verbal languages in the world 
creates a need for interpreters so that people who use 
one language can understand those who use another. 
In a comparable way certified public accountants well 
versed in the conditions prevailing in several different 
countries can offer great help to businesses with inter-
national operations. This function might be called "har-
monization." 
There is one important way, however, in which har-
monization of accounting procedures differs from inter-
pretation of verbal languages. It is this: when one sees a 
letter or a book written in an unfamiliar language, he 
knows immediately that he does not understand what it 
says. In looking at a financial statement which has been 
prepared by a business abroad, and in which the cap-
tions for the various items have been translated, one will 
very likely think he understands the facts behind the 
statements because the captions are familiar. 
The danger of believing that one understands, when 
in fact he does not, can be illustrated by an old story. 
Two hard-of-hearing gentlemen were the only occupants 
of a compartment on a London commuters' train bound 
for the suburbs. As the train pulled into a station, one of 
the men turned to the other and asked, "Is this Wem-
bley?" 
"No," the other replied. "It's Thursday." 
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"I am too," the first said. "Let's get out and have a 
drink." 
Understanding would be aided by standardization, but 
standardization has not been effected even within the 
United States despite the continuing efforts of an entire 
profession. Since the profession has not reached the 
Utopian goal of standardization domestically, it is little 
wonder that standardization is an even more distant 
prospect for international accounting. 
Advantages of Harmonization 
More can be accomplished if the profession aims 
toward greater harmonization to reduce differences 
among national accounting principles. In fact, progress 
along these lines must be made if accounting is to keep 
pace with the increasingly international character of the 
world's business. 
There are several ways in which, without harmoniza-
tion, misunderstandings may arise. Take depreciation. 
Those who live in countries with reasonably stable cur-
rencies have been trained to think that accounting 
entries for depreciation are designed to spread the cost 
of a piece of equipment over its effective life, taking into 
account obsolescence and other factors. 
But in countries where inflation has been severe over 
a longer time than in the United States, it may take two, 
three or even four times the original cost to replace a 
piece of equipment at the end of its useful life. Many 
such countries have regulations requiring an alteration 
of the values assigned fixed assets to take inflation into 
account. This factor varies also from industry to industry. 
To understand fully an income statement including such 
depreciation entries, one would have to know about 
these regulations. 
Or take valuation of inventories as another example. 
There was a time in the United States when it was con-
sidered good practice to be "conservative" in evaluating 
inventories. An auditor could approve a statement as 
long as the real financial position of the company was at 
(east as good as that disclosed by the accounts. This 
(eft a lot of room for secret reserves and undervalua-
tion which provided a cushion for a rainy day. Such 
practices today would be considered unethical in the 
United States. In fact, they would constitute illegal 
concealment. 
In some European countries, a company is still legally 
entitled to deduct a reserve from its inventories. Also, 
because there is a tax on undistributed income, man-
agement is encouraged to keep values down to reduce 
the undistributed surplus. It thereby avoids or postpones 
part of this tax. There is also provision for other special 
reserves. Full advantage is usually, and properly, taken 
of this law. But to the United States investor, any finan-
cial report that implies secret reserves or undisclosed 
liabilities would be highly suspect. The fact that national 
laws on financial reporting are different, results in those 
Americans responsible for financial reporting frequently 
ignoring the requirements of foreign investors and insti-
tutions in an effort to adhere to the letter of their own 
laws. 
At this point someone might argue in the following 
manner: 
"Despite the differences, is there really a serious 
problem? After all, many U.S. companies have had 
overseas operations for years. They set up prescribed 
forms for their foreign subsidiaries or divisions so 
they can report accounting data; these are sent in to 
the parent company; consolidated financial state-
ments are prepared. In the various foreign countries 
themselves, the same data may be presented in dif-
ferent form to satisfy local requirements and govern-
ment regulations. So everything is taken care of." 
The big international corporations can and often do 
meet requirements in this manner. It is feasible but it is 
not the most convenient way. 
History has shown many unexpected financial losses 
in the countries of Europe and South America. There 
were the losses in Europe, for example, of properties 
destroyed during two world wars. There was devalua-
tion in the United Kingdom and other countries. In South 
America there was government expropriation of property 
in the early thirties and as late as 1969 in Peru. All this 
comes on top of inflation and depreciation of currencies 
of up to 50% or more in some other countries. 
Difficult exchange restrictions have also been a part 
of the overall picture. Perhaps United States accountants 
should take a new look at their accounting philosophies 
and absorb a little more of the conservatism of other 
countries, This might consist of showing the assets and 
liabilities of some or all foreign subsidiaries grouped in 
a separate statement. The statement would support the 
investment account in the main balance sheet and could 
give a better picture of the extent of business risk. 
There are a number of other situations where there is 
also need for the harmonization of accounting practices. 
United States companies, for example, obtain financ-
ing abroad, and foreign companies obtain financing in 
the United States. In the past loans were made almost 
wholly on the basis of collateral, a company's reputation, 
or perhaps guarantees by a sizable parent company. 
This is still true to an extent. Increasingly, however, when 
a company reaches across its country's borders for capi-
40 
tal, its financial statement is given greater weight in the 
decisions of financial institutions. 
Also, if a foreign company wants to sell shares or 
debentures abroad, it is in real difficulty if doubt is cast 
on its financial statements. This is not a matter of verifi-
cation but of the confidence of the investor. He should 
know that what he reads means what he thinks it means 
in terms of his training and experience in interpreting the 
financial statements of his own country. 
The need for harmonization is similarly acute in the 
instance of mergers, joint ventures and cross-licensing 
arrangements. 
Multinational and international companies must have 
understandable and consistent financial information as 
the basis for top management's fundamental function: 
decision making. 
For example, setting subsidiary and overall corporate 
profit goals and budgets cannot be done realistically 
without accurate and meaningful financial statements 
for the current and past years. 
Management could hardly make a prudent choice 
between acquiring company A in country X or company 
B in country Z unless it had figures based on almost 
identical accounting principles. And a company with 
subsidiaries from Brazil to Sweden cannot make a fair 
comparison of the performance in its various units if it 
lacks consistency in its accounting. 
Laws Inhibiting Harmonization 
One of the most serious obstacles to greater harmony 
in the world's accounting community is the passage in 
many countries of laws that severely limit the practice 
of non-domestic accounting firms. In some cases not 
only does local law both forbid United States, or other 
non-national firms from practice in certain areas of 
accountancy, but it prohibits them from membership in 
local accounting societies. Such parochialism encour-
ages disharmony in international accounting practices 
and principles. 
The accelerated flow of capital between countries 
provides a compelling reason for harmonization of stand-
ards in auditing as well as in accounting. Lenders and 
investors need assurance of reliability of financial state-
ments from other countries. The economic growth of 
several countries overseas has given an additional im-
petus to the development of professional auditing. It is 
difficult to attract investors, domestic or foreign, unless 
there is confidence in corporate reports—and thus con-
fidence in auditors. The application of recognized stand-
ards as an aid to the stimulation of public investment 
in turn assists the expansion of industry. 
The world picture of professional auditing is one of 
many colors, varying from those countries in which it is 
making its first uncertain steps to those in which it has 
developed a high degree of sophistication. The distribu-
tion of accounting and auditing literature by countries 
well advanced in these fields encourages the profession 
in countries developing more slowly. An effort is being 
made in many countries to improve the situation, but 
progress is restricted to the pace of development of the 
business community in each country. 
The increasing amount of commerce and financing 
that goes on across national boundaries inexorably 
pushes the world toward a greater degree of accounting 
and auditing standardization. In the last 15 years, 
Europe-based companies with subsidiaries—or facilities 
of some kind—in this country received many millions 
in United States financing. They sought a lot more. Dur-
ing the last week of September 1969, two investments in 
the United States amounting to about $150 million of 
foreign-based money were announced by European 
companies. U.S. direct investments in West Germany 
alone run into the hundreds of millions of dollars. As a 
whole, U.S. direct investments in foreign countries have 
grown to many billions of dollars. 
The foreign assets of Standard Oil (New Jersey) rep-
resent about 57% of that company's total worth. This is 
impressive, even when one takes into account Jersey's 
position as Number One in the extractive industries. 
International Telephone & Telegraph's overseas 
assets are more than a third of total assets and most of 
these are in manufacturing facilities. 
In the past professional auditing followed investment 
from the United Kingdom to the United States and to the 
countries that made up the British Empire. It is reason-
able to assume that the vast stake of U.S. business over-
seas will play an important part in the international 
growth of United States auditing practices. 
So far, the need for common ground rules has been 
considered—as have the difficulties. There are a num-
ber of measures the profession can take, and is taking, 
to move closer to that goal. 
The American Institute of Certified Public Account-
ants recently launched an encouraging program. The 
Institute's bylaws have been amended to establish an 
international associate membership. This membership is 
intended to: 
Help eliminate barriers to international practice. 
Encourage foreign students to pursue careers in 
public accounting. 
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Promote foreign acceptance of United States ac-
counting principles and auditing standards. 
To qualify for this membership a person must: 
• Have a degree from an accredited college or univer-
sity with his major in accounting. 
• Pass the uniform Certified Public Accountant exami-
nation which is conducted and graded by the Institute. 
Most of the people who avail themselves of this mem-
bership will probably be young men. They will have done 
much of their studying in the United States. And most of 
them will practice their profession in their countries of 
origin. They will be, for the most part, fluent in English. 
This program will help both in the medium and long 
range, to establish common standards of international 
auditing and to encourage a compatibility of thinking in 
the world accounting community. 
Work to Eliminate Restrictive Laws and Regulations 
Some of the most deplorable barriers to accounting 
compatibility have been the laws of other countries 
which severely inhibit the practice of the American ac-
countant abroad. Of late the Committee on International 
Relations of the AICPA has interested itself in this area. 
It recently completed a document on international ac-
counting practice which sets forth the logical reasons for 
greater freedom in international practice. It will be sent 
to all appropriate agencies of the United States govern-
ment and to members of the international financial and 
business community. 
Members of this committee visited the Netherlands to 
protest the passage of a law prohibiting members of the 
Dutch Institute from associating with the American Insti-
tute. Discussions were held with members of the Nether-
lands Institute and the case was carried to the Dutch 
Finance Ministry. Visits are planned to other countries 
with proscriptive laws. 
But this matter of divisive laws and practices is a two-
way street. There are regulations in the United States 
that restrict practice by foreign nationals. Liberalizing 
them would help to further freedom of practice overseas. 
The problem is not of interest only to the public ac-
countant. Because it makes the conduct of international 
business more complex, it adversely affects the corpora-
tion engaged in international business. It will be helpful 
if every business executive uses whatever influence he 
has to knock down these artificial walls. 
Contribution of the International Accounting Firms 
There are 18 United States accounting firms with an 
international practice, and a number of them have played 
significant roles in efforts to harmonize accounting prin-
ciples and to develop uniformity in auditing standards. 
For one thing, they employ national professionals in 
other countries and train them to understand U.S. 
practices. 
Also, a few accounting companies, including Touche 
Ross, encourage the development of national firms. In 
more than 30 countries, Touche Ross works with such 
organizations rather than establishing its own branch 
offices staffed primarily with U.S. expatriates. This not 
only helps the firm in a practical way in its operations, 
but it also enhances local relationships. 
In addition, Touche Ross, like some of the other inter-
national firms, has developed an international auditing 
manual. This is used in conjunction with various ac-
counting guides and reporting manuals. It sets forth an 
orderly plan for an audit and recognizes audit standards 
here and in other countries. The firm also translates 
United States technical manuals and accounting and 
auditing publications for distribution in other countries. 
International and multinational corporations have also 
contributed to the overall harmonization effort. Many 
have put together comprehensive manuals to achieve 
uniformity in their internal reporting. Such publications, 
however, do not necessarily lead to a greater uniformity 
in public reporting which is of primary interest to inves-
tors, lenders, and other members of the international 
financial community. 
Touche Ross is also working on an international 
accounting manual. We started this project on the prem-
ise—if we could prepare an international auditing man-
ual, we could do the same for accounting. The present 
task as anticipated, is more difficult than the first. 
An international accounting manual must fulfill several 
functions. First, it must define accounting objectives 
with sufficient breadth and clarity that an accountant 
can work out underlying standards and produce mean-
ingful financial statements wherever he happens to work. 
Second, its content has to be so flexible that an account-
ant can cope with unusual circumstances, especially in 
countries where standards vary widely from those in the 
United States. 
These objectives can be reached in several ways. 
One approach might be for an international accounting 
manual to start off by adopting U.S. standards explicitly. 
Then supplemental sections might be prepared for vari-
ous other countries. They would show what departures 
from and adjustments to United States standards are 
needed to satisfy local requirements. This method would 
have the advantage of nudging United States accounting 
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standards toward the distant goal of universality. 
Another approach might be the "bit-by-bit" method. 
Instead of trying to tackle the whole job, the creators of 
the manual might strive for some degree of standardiza-
tion in the many areas of accounting, one at a time. 
For example, the committee preparing the auditing 
manual might try to formulate a uniform purpose for 
depreciation. The resulting definition would probably 
differ from that accepted in the United States today. But 
this obstacle, too, could be surmounted. 
Further, it would be helpful if accountants could find 
a way to describe what they are really trying to do when 
they accrue wages, holiday pay and separation allow-
ances. In some countries, government regulations on 
these matters are very strict and accounting responsi-
bilities are different from those in the United States. But 
the profession can get over this hurdle too—if it tries 
hard enough. 
In auditing, the professional goal will be reached when 
a report of a professional auditor from any country, pre-
pared in accord with accepted international standards, 
will be received with the same confidence as a similar 
report from any other country. And this credibility should 
extend beyond just the financial statement. 
More than two years ago two actions were recom-
mended to the Ninth International Congress of Account-
ants meeting in Paris. The first was to create a special 
committee to develop, as a preliminary step, an ac-
ceptable form of international report. This report would 
represent an expanded version of the English and North 
American "short form report." Informative on basic 
points, it would also require the accountant in the coun-
try reported on to consider differences in practices in 
the countries where the report would be read. 
Second, it was suggested that regional study commit-
tees be established to report to a coordinating commit-
tee for developing future plans. 
Some progress has been made toward both objec-
tives. One of the more encouraging developments has 
been the work of the Accountants' International Study 
Group. This organization is made up of representatives 
of the United Kingdom, Canada and the United States. 
It was formed two years ago to try to find points of agree-
ment among the accounting practices of these three 
countries. 
It was thought practical to start off with three nations 
of similar business environment and common language. 
The progress has been slow, but the group has suc-
ceeded in publishing helpful bulletins on inventory and 
on the basic concepts relating to responsibility, content, 
and the form underlying an auditor's report. Eventually, 
the group will distribute other documents and recom-
mendations and will expand to other countries. 
It would seem, then, more effective to try for harmoni-
zation of differences rather than for standardization. 
The term harmonization, as opposed to standardiza-
tion, implies a reconciliation of different points of view. 
This is a more practical and conciliatory approach 
than standardization, particularly when standardization 
means that the procedures of one country should be 
adopted by all others. Harmonization becomes a matter 
of better communication, of information in a form that 
can be interpreted and understood internationally. It 
carries with it the assurance of credibility endorsed by a 
professional auditor whose qualifications have been 
clearly defined. 
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